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Telstar Resources Ltd. is a 100 percent Canadian 
ownership rated energy company with headquarters in 
Calgary, Alberta, Canada. Since the formation of the 
Company in 1971, Telstar has been involved in the ex- 
ploration, development and production of oil and gas in 
both Canada and the United States. Recent years find the 
Company's focus of activity primarily on the drilling of ex- 
ploration and development wells in the State of Texas. Due 
to dramatic increases in oil and gas reserves on the 
Dilworth Ranch Prospect over the past year, the future 
should bring a marked improvement in production activity 
for the Company. Telstar shares are publicly traded on the 
Alberta Stock Exchange under the symbol TST. 


The Annual General Meeting of the Shareholders of 
Telstar Resources Ltd. will be held December 21, 1984 at 
3:00 p.m. in the Board Room of the 400 Club, 710-4th 
Avenue S.W., Calgary, Alberta. 

A special General Meeting of the shareholders will be 
held at the same time and place to consider resolutions 
relative to the continuance of the Company under the 
Business Corporations Act of Alberta . 


The petroleum industry in Canada has officially con- 
verted to the International System of Units for measuring 
and reporting. To facilitate conversion we include the 
following table: 


To convert from to multiply by 

Thousand cubic metres (103m?) Million cubic feet 0.0355 
(mmcf) gas 

Cubic metres (m?) Barrels (bbls) oil 6.2898 

Metres (m) Feet (well depths) 3.2808 

Kilometres (km) Miles (distance) 0.6214 


Hectares (ha) Acres (land) 2.4710 
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Fiscal 1984 found Telstar’s Management actively pur- 
suing those exploration objectives deemed necessary for 
the enhancement of future production potential. Drilling 
program results have been generally good. The net effect of 
the past twelve months of activity is the Company's ex- 
cellent position for profiting from an anticipated improve- 
ment in market conditions. 

Low risk U.S. gas plays were a sound investment in 
1981, however, as gas became less marketable in ensuing 
years, Telstar’s emphasis began to shift to oil prospects. Ex- 
ploration and development activities turned, in part, to the 
drilling of relatively high risk exploratory wells for which 
the success ratio is generally low but the rate of return high 
when successful. 

Thus in 1984, in keeping with the Company's increas- 
ingly aggressive exploration strategy, the majority of funds 
allocated for drilling were spent on exploratory wells. This 
approach has resulted in a healthy 145 percent increase in 
oil reserves and a 20 percent increase in gas reserves. From 
having virtually no oil reserves before 1982, Telstar has 
come to establish an oil reserve base of 345,000 barrels. 
The most gratifying results derive from the Company’s 
Texas oil wells, while the net cost of drilling a dry hole in 
the Coleman Area, in Alberta has been offset by an in- 
crease in proven reserves on land earned by drilling the 
well. 

Although production of oil and gas was down in 1984 
compared with the previous year, Telstar was able to 
budget for an increase in exploration drilling because of 
across-the-board reductions in exploration costs, both in 
Canada and the U.S. In addition, a number of low produc- 
tivity properties have been sold as part of an ongoing debt 
reduction program which is expected to contribute to 
future increases in drilling activity. 


Despite the current depression of domestic and U.S. 
gas markets, the Company foresees accelerated demand in 
both the Alberta and Texas markets in 1985. A subsequent 
improvement in cash flow and reduction in bank debt will 
see proportionately more funds being designated for a 
well-balanced program of activity throughout the year. 

Telstar wishes to thank staff members, shareholders 
and all others who have been involved in and supportive of 
the Company’s efforts over the past year. 


Respectfully submitted 
on behalf of the 
Board of Directors 


Kenneth M. Kary 
President and 
Chairman of the Board 
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A resurgence of exploration activity and renewed op- 
timism mark a year for the Company in which many other 
junior oil and gas companies continued to concentrate on 
the development of ever dwindling reserves. Not totally 
unlike the past three years, fiscal 1984 ends with Telstar 
having focused mainly on U.S. operations. As anticipated, 
the most promising results are still being shown by the 
Company’s southeast Texas interests. 

From June 30, 1983 to the publishing of this report, 
Telstar has participated, either directly or indirectly, in the 
drilling of eleven wells. Of the nine wells drilled with direct 
participation, a total of five were completed as oil wells. 
These five completions have effectively increased the Com- 
pany’s proven oil reserves more than two-fold over the 
1983 level. The remaining two wells were drilled free of 
cost to Telstar through farmouts to other industry 
operators. 

The exploratory well in Coleman that the Company 
participated in was abandoned as a non-commercial well. 
However, by drilling it, lands with proven reserves were 
earned, the value of which nears the cost of drilling, net of 
drilling incentive payments. In addition, valuable technical 
data compiled for future use was acquired at minimal cost. 

During the year, Telstar sold gross overriding royalty 
interests in fifteen wells in the State of West Virginia for 
$100,000. (U.S.). The sale was prompted by extremely limi- 
ted demand for gas in the local marketplace and by erratic 
levels of production generated from these particular wells. 

An expected increase in U.S. gas consumption in 1985 
should provide an expanded market, both for the Com- 
pany’s Canadian export and U.S. domestic gas. Greater de- 
mand will also allow for installation of new production 
facilities in many of the gas prone areas that Telstar has an 
interest in, further increasing daily flow rates. 


McMullen County, Texas 


The Company has a 36.5 percent working interest in 
the Dilworth Ranch Prospect. Encompassing two thou- 
sand acres, this property has had eleven wells drilled on it. 
Information obtained from a recent seismic program 
allowed for the drilling of three of these wells this year, 
resulting in two completed oil wells and one dry hole. The 
two successful wells have proven acreage that is sufficient 


to warrant the drilling of an additional four development 
holes. This program will continue through late 1984 into 
early 1985. 

A gas sales contract is currently being negotiated, 
and, with delivery slated to begin this year, revenues from 
this area are expected to contribute in large measure to the 
Company's future revenues from U.S. operations. 

Dilworth Ranch reserves account for more than 75 
percent of total U.S. reserves. In addition to the 
Company's proven reserves of 271,000 bbls. of oil and 
three billion cubic feet of gas in this area, geological studies 
indicate the presence of a trap containing sour gas in the 
deeper Edwards Reef Formation. The potential for the 
future exploration of this anomaly will be assessed at such 
time as nearby sour gas market demand improves. 
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Dilworth Ranch 
Prospect 


Plain Lake )) 
Birch Lake )) 
im Nordegg 


Provost 


@ Bassano 
Seven Persons i) 


) Coleman 


2) Oil Well 

>) Gas Well 

S Abandoned 
a Land Holding 


Oklahoma 
Bill Boyce a) 
Prospect WA 


A.C.B n 
ee )) 


N.E. Harleton é 
Prospect iy) 


Trinity Prospect ED 
4 
Arrington Prospect =) 


N. Brandt ‘as 
po npeet ()) ( 


S. Brandt 


Prospect @ Pickering 
Ranch 
Dilworth &) Prospect 
Ranch 
Prospect (:) 


- Production 


& Reserves 


Although the production of both oil and gas has suf- 
fered a predicted decrease from that of the 1983 reporting 
period, the Telstar reserves picture looks much brighter. 

1984 gross production of natural gas amounted to 
368.4 mmcf, while oil production for the year levelled off 
at 19,162 bbls. 

Oil reserves have shown the most notable gain, with 
the Company's proven oil reserves jumping from 135,000 
bbls in 1983 to 318,000 bbls this year. This represents a 135 
percent increase, and is primarily due to Telstar’s more ag- 
gressive approach to exploration. That, and the subse- 
quent drilling of the Dilworth #10 well in March resulted in 
the discovery of an extremely promising new anomaly. All 
of the Company’s oil reserves are in the U.S. 

Gas reserves figures in both the U.S. and Canada have 
gone up from 9.852 Bcf in 1983 to 11.833 Bcf this year. This 
improvement in Telstar’s gas reserves position of approx- 
imately 1.981 Bcf can be primarily attributed to the success 
of the Dilworth #10 discovery well. At the present time, 
U.S. interests are contributing 35 percent of the combined 
U.S. and Canadian gas reserves. 

An anticipated upsurge in gas sales is expected to con- 
tinue throughout 1985, and should increase flow rates up 
to double the current level, according to Company 
estimates. 


Proven & Probable (Thousands of Dollars) 
Reserves Volumes Value Discounted @ 15% 
Canada 
Gas 7.718 Bcf $ 3,816 
Sulphur 41.3M Tonnes 389 
$ 4,205 
United States 
Oil 345 MSTB $ 5,322 
Gas 4.115 Bcf 5,056 
$10,378 
Totals 11.833 Bcf 
41.3M Tonnes $14,583 
345 MSTB 


NOTE: United States Dollars have been converted to Canadian 
Dollars at the rate of $1.00 U.S. = $1.30 Cdn. 


Canada 


Alberta 
Bassano 

Birch Lake 
Coleman 
Nordegg 
Plain Lake 
Provost 
Seven Persons 


British Columbia 
Murdale 


Total Canadian 


United States 
California 
Tracy Airport 
Oklahoma 


Bill Boyce 
East Silo 


Texas 
Arrington 
Dilworth 
Garcia 

Luling 

N.E. Harleton 
North Brandt 
Pickering Ranch 
Red Bluff 

Salt Flat Creek 
Simmons Pasture 
South Brandt 
Trinity 

West Allen 
West Ranch 


Total Texas 


Montana 
Total U.S. 
Total 


89,542.60 


Net Leased WI Net 
3,804.41 1,483.32 
587.22 99.45 
24,354.59 1,200.06 
2,214.05 Royalty 
NOVA 722,7. 1,322.18 
320.00 SyAVAl 
12,163.00 3,930.14 
61,570.54 8,087.86 
640.00 480.00 
62,210.54 8,567.86 
1,283.74 80.20 
640.00 40.00 
_ 1,587.56 802.65 
2,227.56 842.65 
737.00 29.94 
2,000.00 750.00 
200.00 100.00 
302.00 119.00 
1,117.92 133.62 
293.08 87.93 
400.00 53.13 
66.34 Ev AUS) 
51.60 12.90 
160.00 34.00 
864.86 138.57 
6,629.94 781.29 
504.79 31.55 
VIL PRS) 16.42 
13,404.78 2,292.50 
10,415.98 6,249.28 
27,332.06 9,464.63 


18,032.49 
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With the close of the Company’s 1984 fiscal year, two 
factors emerge as significant contributors to Telstar’s cur- 
rent status: Firstly, a quantity of gas production in Canada 
and the U.S. was curtailed, with some wells being shut-in. 
Secondly, an energetic oil exploration effort was launched 
in the U.S. Although considerable long term gain is ex- 
pected to be realized from the new oil, the financial 
statements this year show less positive results than in 1983. 

Total revenues, net of royalties, were down from 
$2,259,990 in the year previous to $1,789,706 in 1984, 
primarily due to gas sales reduction. 

Long term debt increased for the year, from 
$5,518,280 to $7,011,520, with the increase being largely 
attributed to added drilling expenses. Also, the debt in- 
crease caused interest expenses to rise from $655,522 to 
$760,156. 

It is recognized that, with a reduction in long term 
debt, Telstar could allocate more funds for exploration and 
development. In attempting to achieve this goal, several 
low productivity properties were chosen for sale to in- 
dustry in the fourth quarter. Included were all of the Com- 
pany’s interests in the State of West Virginia. Post year- 
end, Telstar’s interest in the North Brandt Area in Texas 
was also disposed of. The combined revenue generated by 
the sale of these properties amounts to $125,000 (U.S.), 
although only $100,000 (U.S.) appears in the 1984 financial 
statements. 

Company Management is dedicated to increasing 
profitability in part through a continuing program of debt 
reduction utilizing the most cost effective means available. 


(As at June 30, 1984) 


1984 1983 
Current Assets 
COBEN. cok Gils Uys eu RJA CT 5 ESC I a a G271,510 Gee 
PECIUG ES RCCEIVAD IES NICHE Cerny, Tuer oh acu ce Mee i ee, vee aan 706,007 290,139 
REDE VERSES ROS ly oem i eel SRE aap ed aaa eC 12,500 12,500 
790,017 302,639 
Property-and Equipment, Notes 2and 3... 6.00.00... 5000 bee ce bees a ves 8,575,697 8,147,694 
$9,365,714 $8,450,333 
1984 1983 
Current Liabilities 
Pyar Ear CECE GL eee NN tae ee Ce Pe re $e $ 42,190 
Accounts payable and accrued liabilities...0.. 2... oe cass 429,155 334,228 
429,155 376,418 
Melerre WR eve ntiCMmmnnn tale et ee oo ee ac tke 243,776 210,819 
Long Term Debt, Note3......... MR Raye arte SOE oc ty eres ects 7,011,520 5,518,280 
WDEteree MMe OIMedt AXE SH INOUE Le tee scares boa fists 4 kee Ciel coe Sn acd Glebe 494,838 494,838 
8,179,289 6,600,355 
ae ee icale NOL Aman) subd aa ue fe ck ya thee Sead saw ale me 6 os 4,623,121 4,623,121 
DAC a he cera ny AIR oa gies 6 aS alin ene es 3,436,696 2,773,143 
1,186,425 1,849,978 
$9,365,714 $8,450,333 


Approved on Behalf of the Board 


Director Director 


For the Year Ended June 30, 1984 


Revenue 
Oil, gas and sulfur . 
Othersteeaee ae 


Expenses 


Interest! long terms. 5 es sare etna ete ane on ge ee 


Lease operating... . 


General and administrative’: Gs sho sak cicicee ete eet eee 
Depletion and depreciation \o2:3.).csimncre 2 anes eee ee ae gee 


Loss Before Income Taxes and Foreign Exchange Loss...................0.0-00- 


Recovery of (Provision For) Income Taxes 


Currentossesa ace 
eterredieeeae aay 


Deficit — Beginning of 


Netiiossiic een ae 


1984 1983 


$1,531,431 $1,962,980 
258,275 297,010 


1,789,706 2,259,990 


760,156 655,922 
589,316 659,980 
459,217 623,089 


358,332 701,138 
2,167,021 2,639,729 


377,315 379,739 


103,385 90,555 
— (16,000) 

103,385 74,555 

389,623 — 


286,238 74,555 
$ 663,553 $ 305,184 


$ (.08) $ (.04) 


1984 1983 


Y Car ee ac ee iam re eran ea se 


$2,773,143 $2,467,959 


663,553 305,184 


$3,436,696 $2,773,143 


‘or the Year Ended June 30, 1984 


ource of Working Capital 
Operations 


etal) co mn et re ey ee og ee eek 


Items not affecting working capital 


Denletiomand depreciation 2.9 a6 2... esi ce ce eee ec cwaeee's 
Pe renmecta mesic CaXCS er Pees 4) ie) s thse Soon ee sos oda Coble 


peentae re ace tinmioiis fEMNy OCDE yy. piles es gh ska. coe oe ak eels 
eo eee CME eer ao) 0 ey ae a'\ se psy ee ea teenees 
Reclassification to deferred income taxes .................0.0-0-0 ees 
Beara ett tr IP EIAG GOES eee ae ce a a eee ol de eee na 


se of Working Capital 


INehadditions to Olland gas properties... 6... ce a ee ee ees 
aa Oe MRIEN TOOT ALY LEAL See Oe oes ee Gv 3g, oe yale chine «wb eee ae 


1984 1983 
$ 663,553 $ 305,184 
358,332 701,138 
ike 16,000 
(305,221) 411,954 
1,493,240 1,578,740 
32,957 88,825 
as 31,444 
us 13,046 
1,526,197 1,712,055 
$1,220,976 $2,124,009 
$ 786,335 $1,977,747 
434,641 146,262 
$1,220,976 $2,124,009 
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To the Shareholders of 
Telstar Resources Ltd. 


I have examined the consolidated balance sheet of 
Telstar Resources Ltd. as at June 30, 1984 and the con- 
solidated statements of loss, deficit and changes in financial 
position for the year then ended. My examination was 
made in accordance with generally accepted auditing stan- 
dards, and accordingly included such tests and other pro- 
cedures as I considered necessary in the circumstances. 

In my opinion, these consolidated financial 
statements present fairly the financial position of the Com- 
pany as at June 30, 1984 and the results of its operations 
and the changes in its financial position for the year then 
ended in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 


Calgary, Alberta S.R. Dacen 
October 23, 1984 Chartered Accountant 


June 30, 1984 


NOTE1 — Summary of Significant Accounting Policies 


Principles of Consolidation 


The consolidated financial statements include the accounts of Telstar 
Resources Ltd., and its wholly owned subsidiary Park Lane Exploration Inc. 


Oil and Gas Operations 


Oil and gas properties are accounted for using the full cost method of 
accounting, whereby all costs of acquiring, exploring for and developing oil and 
gas reserves are capitalized on a country-by-country basis. No gain or loss is 
recognized upon the sale or disposition of oil and gas properties except in signifi- 
cant transactions. 

The costs accumulated in the cost centers, together with estimated future 
capital costs associated with proven reserves, are depleted by the unit of production 
method which is based on production and estimated proven reserves of oil and gas 
as determined by independent consultants. In calculating depletion, natural gas 
reserves and production are converted to equivalent barrels of oil based upon the 
relative sales value of each product. The cost of significant investments in 
unevaluated properties is excluded from the depletion base. 

Production equipment is recorded at cost and is depreciated at the rate of 
twenty per cent per annum on the diminishing balance basis. 


Joint Venture Accounting 


Substantially all exploration and production activities are conducted jointly 
with others and accordingly, the accounts reflect only the Company's propor- 
tionate interest in such activities. 


Other Equipment 


Other assets are recorded at cost and except for leasehold improvements, are 
depreciated on the diminishing balance basis at the following annual rates: 


Automotive 30 % 
Furniture and fixtures 20% 
Computerequipment 20% 
Leasehold improvements are depreciated on a straight-line basis over five 
years. 


Deferred Revenue 


Deferred revenue represents amounts received in respect of take or pay con- 
tracts. Such amounts have been deferred pending ultimate gas delivery or expira- 
tion of the contractual delivery period. 


Income Taxes 


The interperiod tax allocation basis of accounting is used with respect to all 
differences between the time when costs and revenues are recognized for tax pur- 
poses and when they are recorded in the Consolidated Statement of Loss. 


Foreign Currency Translation 


Current assets and current liabilities are translated from United States to Cana- 
dian dollars at the year end exchange rate. Other assets and liabilities are translated 
at historical rates. Revenue and expense items are translated using average rates of 
exchange prevailing throughout the year, except for depreciation and depletion 
which are translated at historical rates. 


NOTE 2 - Property and Equipment 1984 1983 
Accumulated 
Depletion, 
Depreciation 
Assets and Net Net 
At Cost Amortization Investment Investment 
Canada 
Petroleum and natural gas properties including 
exploration and development costs .............. $ 2,468,618 $ 582,695 $1,885,923 $1,737,314 
Production equipment: altase or sue ean ee 140,004 109,537 30,467 40,402 
Other equipment’) 07 ava ace eee ean renee 189,002 116,520 72,482 91,399 
2,797,624 808,752 1,988,872 1,869,115 


United States 
Petroleum and natural gas properties including 


exploration and development costs ................ 7,288,192 936,054 6,352,138 6,032,153 
Production equipments .acla see eas 450,354 215,667 234,687 246,426 — 
7,738,546 Ab iss Pat 6,586,825 6,278,579 


$10,536,170 $1,960,473 $8,575,697 $8,147,694 

EE po a —————— SS : 
NOTE 3 — Long Term Debt 
Production Loan 


A $3,300,000 Canadian plus $2,800,000 U.S. line of credit has been established. 
Drawdowns thereunder bear an interest rate of prime plus 2%. A standby fee of 1% of ~ 
1% is charged on the unused line of credit. Interest is paid monthly. Security for the _ 
production loan consists of certain Canadian and U.S. oil and gas properties and ac- 
counts receivable. 

Loans under this line of credit are revolving and are not repayable within one year 
provided that the terms and conditions of the line of credit are met. Because of the © 
terms outlined above, all the debt at June 30, 1984 has been classified as long term. 

The revolving loan may be converted to a non-revolving production loan with an — 
eight year term, specific repayment terms and an interest rate of prime plus 74% for | 
the first six years and prime plus 1% for the last two years. 


NOTE 4 — Share Capital Number of 
Shares Consideration 
Authorized: 
20,000,000 common shares with no par value 
Issued: 
alanCer FINE G0 SLO G4 Ree en ee ey ee 8,500,014 $4,623,121 


Escrow Shares 


At October 23, 1984, 2,437,000 shares were held in escrow by the Alberta 
Securities Commission. These shares will be released as the Commission determines 
that the underlying asset value for the shares is equal to $3.50 per share. 


NOTE 5 — Remuneration of Directors and Senior Officers 


The salaries of senior officers as defined in the Alberta Companies Act aggregated 
$165,154 in 1984 and $148,719 in 1983. No remuneration or salaries were paid to direc- 
tors who were not officers of the Company. 


NOTE 6 — Segmented Information 


The Company operates as an oil and gas exploration and production Company. 
The following information relates to the Company’s operations in Canada and the 
United States. 


1984 1983 
Revenue 
Saad A ee het sls casa tayg aie RaueLe te Guat ate ion die GAM inie wa eo ee 8 $ 912,798 $ 935,466 
pantireye Sy Pree 5S ies ae obo Siena et PON HAIR ee ena oP ON ne Oe 876,908 1,324,524 
1,789,706 2,259,990 
Operating Profit 
SETAC en Pe PP aos Ory yd Nracclaeor Cave WM apd ae Races gl aieikes 369,980 402,646 
rTieCCIR SEALE S rere e ene ooh tbs eens Hains weal a piale aS Vales wade es 472,078 496,226 
842,058 898,872 
“pte, = 2 Lo ig fa) OSA gy GaE 4a cy cua eS eer nono ge 760,156 655,522 
Meveral anc Administrative EXPENSES 206.0 a. heen eg eee et teas ee eee es 459,217 623,089 
RE EUAN INEML AXES: Soe eine yc ys assay gainer « dlactn tk boat mimes: 103,385 74,555 
: ee ORS or Poh eo i Soka ta nae tad Non Speke oREA aS ahs 389,623 ~ 
STS bye ac oy ac in A REE IE nm a $ 663,553 $ 305,184 
Identifiable Assets 
TTC) ce ce RATA, Gils doo e alwiaia ele hae ole So sieve ayer euege «Gani evs) Aleee} 1,987,528 
Obawtveve! GUIS. | sos 0c av cece Get ei Bio lO Od Oe ASP ee Retna Mean Ait eran en ie eae rcmet ra 6,990,591 6,462,805 
Wrefes ll ANECEUBS bb do Gu o.6 ov dw p’b 1 elke © DN DRDICHOIE Gea nO Onn ee Uo eRe ean nee aranesI STD $9,365,714 $8,450,333 
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